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Proper Uses of the Business Plan
Jon M. Garon*
This article is part of a series of book excerpts from The Entrepreneur’s Intellectual Property &
Business Handbook, which provides the business, strategy, and legal reference guide for start-ups and
small businesses.
A useful business plan provides a blueprint for the operations, direction, and growth of a business.
It explains the needs for funding, anticipates the cash flow operations of the business, highlights
strategic partnerships, and serves as a proof-of-concept for key partners. The credibility of the business
plan will help investors, founders, suppliers, lenders, and other key partners be able to assess the
thoughtfulness and planfulness that has gone into the business. The business plan is a fifteen page
calling card.
The business plan is not a “disclosure document” in the sense that it is not expected to provide
the necessary warnings and disclosures regarding the risks associated with the start-up enterprise. The
business plan does not have sufficient information to counsel a potential investor regarding the many
risks associated with the investment or offering. That task is left to financing documents described in
the next chapter. The business plan should provide a comprehensive overview of the business and the
business’s potential for success.
In modern business transactions, however, all the information provided by the business owner
must be accurate and truthful. Although it is not a disclosure document, neither should it be an
investor’s sales pitch. It should be accurate and as reasonably objective as the entrepreneur can draft
it. Any material mistakes in the facts must be corrected, including statements which might have been
true at the time the business plan was drafted but are no longer true because circumstances have
changed. One common mistake in business plans is to highlight the success of one or two similar
companies without acknowledging the risks associated in the field as a whole. Further, since the
sophisticated investor understands these risks, the refusal to acknowledge the risks undermines the
credibility of the business plan.
The business plan can, however, contain projections based on speculation. Acknowledging that
projections are based on reasonable estimates and not on historical data is acceptable. Often business
plans guarantee rates of returns. Again, these are wildly speculative statements and should be more
thoughtfully described. The optimistic speculations can be included, so long as the reasoning for these
enthusiastic statements is carefully described and balanced with more reasonable assumptions and
projections. For example, a restaurant cannot base its revenue on the potential size of the population
in the city it serves. Instead, it must base its potential revenue on the number of seats available in the
facility and the number of seatings the restaurant hopes to achieve. Once the business plan provides
this realistic calculation, it can list the revenue based on full capacity. It should, however, also calculate
* Jon M. Garon, Dean and Professor of Law, Nova Southeastern University Shepard Broad College of Law; J.D.
Columbia University School of Law 1988. Adapted from The Entrepreneur’s Intellectual Property & Business Handbook
(reprinted with permission). Dean Garon is admitted in New Hampshire, California and Minnesota and of counsel with
Gallagher, Callahan & Gartrell, PC, Concord NH.

revenue based on a more conservative estimate of weekly customers and include the number of
patrons necessary to break even.
The tone and voice of the document should be directed toward the outside investor. While the
business plan has many uses and many audiences, the focus should stay on the investor, because the
investor’s goals of creating a return on investment, managing risks, planning realistically and providing
good value will also serve to inform all the other readers. The investor is a financially successful,
sophisticated outsider. The language selected must reflect the business owner’s ability to grasp
complex ideas while recognizing that, to the investor, acronyms and industry jargon may have little or
no meaning. So long as the document remains true to the investor, it can be used for its other essential
purposes efficiently.

1.

Creating the Plan as a Planning Device.

Perhaps the most valuable aspect of the business plan process is the actual planning and
exploration of building the business. There are many software products now available to assist
entrepreneurs in the creation of their business plans. These may be particularly helpful to the extent
that they ask questions of the key personnel and provide financial documents and forms.
The software products carry a significant risk, however, of oversimplifying the questions to be
answered. The software should only be used to help write the plan rather than to write the plan. The
federal Small Business Administration and the various state SBAs have links to many sample business
plans that can help generate ideas for the entrepreneur’s plan. Reading these plans should create
questions for the entrepreneur to answer.

2.

Building the Plan to Build the Enterprise.

The business plan should be drafted as a collaborative exercise. Unless the company will start as a
one-person operation, the entrepreneur should be discussing the sections of the business plan with
the other key personnel at each stage of the development process. On many occasions, potential key
personnel will read draft provisions in the business plan and withdraw from the project or renegotiate
the relationship. This means the plan is working. A business is extremely vulnerable if the key
personnel are not in agreement regarding their roles in the business’s development.
One key use of the business plan is to build a consensus around the business, its goals, and its
measures of success. If the key personnel cannot reach this consensus, the business will not succeed.
In contrast, a business operating with strong internal agreement and a common vision has a much
greater chance of weathering the inevitable challenges.
The drafting of the business plan will assist the entrepreneur in determining which types of
financing best meet the company’s strategic needs. For a lifestyle business that will generate a moderate
and consistent rate of return based on ownership of tangible assets, loans appear to be a better strategic
fit than investors. For a start-up venture with significant start-up expenses and a great chance of a
public offering within the first three years, venture capital may be a much more attractive solution that
pushes the financial risk off the entrepreneur and onto the investors. Each category of funds carries
with it assumptions about goals and strategies which must be explored and developed through the
drafting process.

3.

Making the Plan Useful for Investors.

Entrepreneurs generally assume that the primary use of the business plan is to serve as an
informational calling card for prospective investors. Although this is true for the operational plan, the
document has far less influence over the financing structure that may be proposed by prospective

investors. Nothing in the business plan will stop a potential investor from making an offer different
from the proposal put forth by the entrepreneur. Invariably, the offer (when it comes using other
documents) will be treated as an invitation to negotiate. Only when there are multiple outstanding
offers and a commitment to treat all investors exactly the same will the flexibility to negotiate fall away.
Even in this case, the offerees may ask to negotiate. It will simply be harder for the entrepreneur to
accommodate them.
In addition, as described more fully in the next section, there are strict legal limitations on the
offering of business interests for sale. The business interests are a form of security and are subject to
both state and federal law. As a result, the investors use the business plan to assess the logic of the
business operation, the ability of the management to deliver on its promises, underlying market
assumptions made by the entrepreneur, and the financial status of the proposal. Investors do not rely
on the business plan to define the investment offer.
In many ways, the investors are seeking precisely the same information as are the key personnel.
They want to know that the investment makes sense. For investors, the question is generally asked at
two different levels. First, whether the company has a reasonable chance to deliver what it promises,
and if it has taken all reasonable steps to mitigate the risks inevitably associated with the business.
Second, the business must meet the strategic financial objectives of the investor. The potential for
a high rate of return and the degree of risk must be introduced. These are highly speculative aspects
of the business, so they must be described in much greater detail in the financial offering documents,
but the broad, general hopes of the entrepreneur must be described in the business plan and the
investor must find the description credible. If the investor does not believe the entrepreneur’s
projections, the likelihood of any investment becomes extremely low. Similarly, the investor may wish
to make a quick return, or may be willing to participate in the enterprise for a much longer period of
time. The so-called exit strategy of the investor must coincide with the expectations of the
entrepreneur. Closely related, the liquidity of the investment—the ability for the investor to sell his
interest—must be understood on the same terms by both investor and entrepreneur. Taken together,
these financial expectations must be sufficiently described in the plan, so that the investor remains
interested, without providing so much detail that the plan constitutes an offer to sell securities.
•

Investors will receive a return on the funds in a timeframe reasonable to the size of the
investment of 6-36 months.

•

Investors have confidence in the competence and leadership of the enterprise.

•

Investors believe the business has meaningful growth potential which can withstand
competition in the marketplace.

Finally, the investor will assess the business opportunity against other opportunities from other
entrepreneurs. Here, the question is whether this business plan will better use the investor’s resources
in the marketplace than the other available opportunities. This comparative analysis is often referred
to as the opportunity cost of the investment. The money invested in this enterprise cannot be used in
other enterprises. While every investment must make financial sense, the opportunity cost and
opportunity benefit for investors may be weighted heavily by non-financial factors. Among the factors
motivating investors are the following:
•

Investors often want to put their money to work within their community or geographic
region.

•

Investors often want to provide financial opportunities to those who do not traditionally
have access to economic resources.

•

Investors may be keen on the social benefits of the investment because of the fame or
prestige of others involved.

•

Investors may be interested because the investment has a secondary benefit to their other
financial interests.

Investors are never interested in losing money, so these non-economic factors address the
opportunity cost of the decision. Unless the business plan is financially sound, the economic reward
sufficient and the goals of the investor are consistent with the goals of the entrepreneur in terms of
liquidity, length of investment, and rates of return, there will be no match. In such cases, the
entrepreneur is better off waiting rather than taking the money of an investor whose goals are at odds
with the business plan.

4.

Use of the Business Plan for Lenders.

In some ways, lenders have the same interests as investors, but in many ways, their interests are
much simpler. Like investors, the lenders will only lend to a company that has a management team
they perceive as knowledgeable and capable of operating the business. Lenders will closely examine
the viability of the company and the credibility of the company’s operating plans. Unlike investors,
however, the lenders are focused on whether the loan will be sufficiently risk-free so that the interest
and principal will be repaid on schedule.
The answer to the lender’s questions can focus on the tangible and intangible assets owned by the
company, its cash flow projections, and its ability to provide guarantors in the event the new business
is not successful. Lenders are less interested in the rates of return and levels of success than in having
confidence that the business will be at least reasonably successful for a sufficiently long period of time
to repay the loans.
For lenders, the business plan should address the “five Cs of credit,” which track the risk factors
assessed by lenders and bond investors.1
•

Cash Flow. Is the firm’s expected cash flow large enough to meet the debt payments?

•

Collateral. If we have to foreclose on the loan, are there sufficient assets in the firm that we
could sell to repay the loan?

•

Conditions. Do the current economic conditions favor timely debt payments?

•

Course. Is the use to which these funds will be put appropriate? Is the general strategy of
this firm on course?

•

Character. Are the people involved not only sufficiently intelligent and skilled, but also
morally inclined to honor the repayment commitment?2

These five questions of character, course, conditions, collateral, and cash flow are equally
important to investors, employees and the key leadership. Without entrepreneurs morally committed
to those supporting the enterprise, there can be no trust or confidence. If the business strategy is not
viable, there is no potential for success. And if the financial situation—including the internal cash flow
and the external market conditions—are unfavorable, the chances of overcoming the hurdles of a
start-up business become insurmountable. Only the collateral question is unique to lenders, because
only lenders have the opportunity to recoup their investment using collateral.

5.

What to Keep Out of the Business Plan.

First, the business plan should have no offers to sell securities or business interests. The business
plan is not an offer to sell securities or ownership in the business. It is a description of the company.
It can have alternative descriptions based on different assumptions regarding funding or there can be
different versions of the plan, as long as the different versions do not create any misleading
information for any of the plan recipients.
Second, the business plan should contain no trade secrets. Business plans are often far less
confidential than the offering documents described in the next chapter. Unless a confidentiality
agreement is signed before the business plan is presented, the business plan should contain no
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confidential information or information that the company hopes to protect as trade secrets. Most
investors will refuse to sign a nondisclosure agreement. Distributing the business plan to a group of
people who have not agreed to treat the information confidentially will fail to meet the company’s
obligation to take reasonable steps to protect the trade secrets.
The strategic market data gathered by the entrepreneur will not be considered trade secrets unless
that information was gleaned from empirical studies or nonpublic and proprietary data. Generally, the
market projections will also fail to rise to trade secrets. On the other hand, if the company has
developed a unique business strategy, created internal research data, or invented anything economically
useful, those are trade secrets. To use trade secrets in business plans, it is sufficient to explain that the
company has created a new recipe or process. Without providing details of that recipe or process, for
example, the business plan can describe the available consumer data regarding the recipe or process,
it can explain how the process reduces production time or increases efficiency, or it can provide other
explanations regarding the way the trade secret will improve the company, without describing the new
recipe or process.
The entrepreneur should err on the side of caution when writing the business plan. An interested
investor will ask more questions—which can be answered after a confidentiality agreement has been
signed. Details of trade secrets can be explored more fully in the disclosures of private placement
memoranda, which will be offered to a much smaller set of individuals.

